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PREFACE 


This document is one of a set of three papers being presented 
by Ontario at the Ministers of Welfare Conference on Income Security on 
April 25, 26 and 27 in Ottawa. It advances a set of proposals for 
amending the Canada Pension Plan and analyzes their long-run financial 
implications. These Ontario proposals are presented within the framework 
of a set of objectives for the Canada Pension Plan geared to providing 


a well-defined role for the CPP within the income security system. 


This paper marks the third contribution of the Ontario Government 
to the amending process. The first, PENSIM: Canada Pension Plan Simulation 
Model, describes a computer model which simulates the Canada Pension Plan 
and tests the long-run implications of alternative proposals. The second 
publication, Review of Issues in Amending the Canada Pension Plan, outlines 
a complete review of the nature of the Plan, its role in the income security 


system and the basic issues involved in amending the Plan. 


The Ontario Government has stressed the importance of defining 
long-run income security objectives for the elderly. At the same time, 
Ontario recognizes the urgency of up-dating the Canada Pension Plan in 
line with growth in wages, the rising cost of living and increases in 
the level of Old Age Security and Guaranteed Income Supplement benefits. 
Accordingly, this paper advances specific proposals for immediate amendment 
of the Canada Pension Plan and recommends broad objectives to guide future 


development of the Plan. 
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SUMMARY 


The Ontario proposals are advanced within the context of 
overall objectives for the Canada Pension Plan which emphasize the 
insurance orientation of the Plan, the differential between retirement 
pensions and Guaranteed Income Supplement payments, maintaining the 
purchasing power of benefits in pay and the recommendations of the 
Royal Commission on the Status of Women. Ontario's proposals call for 
a substantial increase in the earnings ceiling in order to establish an 


appropriate level for CPP earnings-related pensions. 


In order to effect these objectives, Ontario has made the 
following proposals to amend the Canada Pension Plan: 
. increase in the Year's Maximum Pensionable Earnings 
GaIPE to o9 W500 sim 1975.5 


. the Year's Basic Exemption should remain at 12 per cent 
of the Year's Maximum Pensionable Earnings; 


. escalation of CPP benefits at the full rate of change 
in the Consumer Price Index; 


» removal of the Earnings Test; 


»- an actuarially-reduced retirement pension available to 
contributors at the age of 60; 


. earnings-related portion of widows’ pensions to be 
increased to 75 per cent for widows age 60 and over; 


. equal treatment of surviving widowers and their dependents; 


. retroactive increases for CPP retirement pensions currently 
in pay to adjust for the higher YMPE's; and 


- no change in any flat-rate benefits. 


These proposals are interim measures which would provide an 
immediate up-dating in the benefit structure and establish a clear frame- 
work for the future development of the Plan. Further review of key elements 
in the CPP, particularly the widows' and disability benefits, should take 
place in conjunction with broad reforms in the total income security 


system. 
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1. BACKGROUND 


The Canada Pension Plan and the Quebec Pension Plan were 
enacted in 1965, following two years of extensive negotiations by the 
federal and provincial governments. Both Plans commenced operating on 


January 1, 1966. 


The first proposal for a national public pension plan was 
introduced by the federal government in June 1963. The proposal called 
for a federally operated contributory plan providing earnings-related 
retirement pensions and an increase in the existing Old Age Security pension 
from the initial surplus of contributions over benefits. Shortly 
thereafter, the Quebec Government announced its intention to establish a 


provincial pension plan. 


The Quebec plan provided for broader coverage, more generous 
retirement benefits and supplementary benefits for widows and orphans. 
In 1964, agreement was reached that there would be two identical fully 
co-ordinated pension plans, the Canada Pension Plan and the Quebec 


Pension Plan. 


Since persons who were already retired or near retirement 
in 1966 would receive little or no benefit from the nationwide pension 
scheme, the federal government introduced in 1967 the Guaranteed Income 
Supplement to Old Age Security. The Guaranteed Income Supplement was 
initially intended as a temporary program to be phased out when the 


Canada Pension Plan matured in 1976. 


The federal white paper on income security published in 
1970 proposed to amend the Canada Pension Plan and to establish the 
Guaranteed Income Supplement as a permanent and enriched program. 


Amendments to the Canada Pension Plan were proposed to meet two major 


1. Hon. John Munro, Income Security for Canadians (Ottawa: 1970). 


For a full review of the white paper proposals and related issues, 


see Hon. C.S. MacNaughton, Review of Issues in Amending the Canada 


Pension Plan (Toronto: 1972). 
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problems. First, it was recognized that gaps remained in the income 
security system, particularly for widows and disabled people. Second, 
CPP contributions and benefits had not kept pace with the growth in 


average Canadian wages. 


Accordingly, the white paper proposed to substantially increase 
widows' and disabled contributors' benefits and to increase retirement 
benefits and contributions through a series of selective increases in 
the annual earnings ceiling. The overall impact of the proposed amend- 
ments would involve a shift in the focus of the Plan away from the 


retirement area. 


Establishment of the Guaranteed Income Supplement as a per- 
manent and enriched program marked a shift in the federal government's 
philosophy toward a guaranteed income approach. This action by the 
federal government appeared to be an implicit recognition that a social 
insurance plan could not effectively meet the needs of elderly people 


with low income. 


In its 1972 spring budget, the federal government announced 
further increases in the Guaranteed Income Supplement, increasing 
combined OAS-GIS payments by $15 a month and making provision for future 
adjustments in OAS and GIS payments in line with changes in the Consumer 
Price Index. A year previously, GIS payments were exempted from the 


income tax base. 


The recent federal budget increased the Old Age Security pension 
to $100 a month effective April 1. The maximum combined OAS-GIS payments 
are $170 a month for a single person and $325 a month for a married 


couple. 


The Quebec Pension Plan was amended effective January 1, 1973. 
The major effect of the Quebec amendments is that initial retirement benefits 
will be about 22 per cent lower than under the federal proposals due to 
lower maximum pensionable earnings under the Quebec Bean Quebec benefits 
will be escalated at a higher rate, however, since the Pension Index ceiling 


will be 3 per cent compared with 2 per cent under the federal proposals. 


2. A description of the Quebec amendments and an analysis of their financial 
implications with respect to the Canada Pension Plan are also contained 


in Review of Issues in Amending the Canada Pension Plan. 
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2. OBJECTIVES OF THE CANADA PENSION PLAN 


Ontario proposes that amendment of the Canada Pension Plan 
proceed within the context of the following objectives which provide 
guidelines for immediately amending the Plan and for developing a 
longer-term policy framework. 

2.1 THE BASIC OBJECTIVE OF THE CANADA PENSION PLAN SHOULD BE TO PROVIDE 
AN ADEQUATE EARNINGS-RELATED RETIREMENT PENSION TO PEOPLE WITH 
LONG-TERM PARTICIPATION IN THE LABOUR FORCE. 

A very large number of labour force participants are not 
covered by private pension plans. For some there are family provisions for 
retirement income and others are capable of making independent provision 
for a substantial retirement income through other investments. There is, 
however, another large group which should be given the opportunity through 
the public sector to participate in an earnings-related pension plan. It 
is with respect to this group that the Canada Pension Plan can fulfill its 


most valuable role in the income maintenance system. 


The Canada Pension Plan also plays an important role with respect 
to all labour force participants and their dependents. While the Guaranteed 
Income Supplement in conjunction with Old Age Security payments performs 
the basic role of providing a guaranteed minimum income, the CPP provides 
a mechanism for low-income people to increase retirement income beyond the 
guaranteed level. For those covered by private pension plans, the CPP 
provides a basic backup to the private plan and ensures that at least a 


portion of the total pension entitlement is fully portable. 


New policies for the Canada Pension Plan should continue to 
build upon this basic objective of the Plan. Maximum retirement benefits 
should be set at a level which is significantly higher than the GIS 
guaranteed minimum income. On the other hand, benefits should not be so 
high as to create disincentives to participate in private retirement income 


plans. 
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2.2 THE CANADA PENSION PLAN SHOULD OPERATE PRIMARILY AS AN INSURANCE 
ORIENTED PLAN. 

Social insurance inevitably and justifiably involves cross 
subsidies. However, it is the Ontario view that such features should be 
minimized. The combination of significant cross subsidies with insurance- 
related objectives produces the danger that no objectives will be 


satisfactorily achieved. 


Further development of the Plan, therefore, should be concentrated 
on creating a eoun earnings-related benefit structure. Widows' and 
disability benefits are an important part of the Canada Pension Plan and 
could be strengthened. However, they should be primarily, if not 
exclusively, earnings related in nature. 

2.3 THE PURCHASING POWER OF CANADA PENSION PLAN BENEFITS SHOULD BE 
MAINTAINED. 

In April 1972, the federal government introduced a cost-of- 
living escalation factor into the Old Age Security and the Guaranteed 
Income Supplement system. It is logical and equitable to extend 
the same principle to the Canada Pension Plan. If this is not done, 

Canada Pension Plan benefits will steadily erode in relation to other 

programs and the objectives of the Plan will not be achieved. 

2.4 THERE SHOULD BE CONTINUED RELIANCE ON THE PRIVATE SECTOR TO CARRY 
A MAJOR RESPONSIBILITY FOR PROVIDING RETIREMENT INCOME. 

While the public sector must play a strong role in providing 
a basic retirement income, the primary role in retirement savings should be 
borne by the private sector. The private sector can provide higher 
retirement incomes and a larger range of options suited to individual needs. 
The role of the private sector was strengthened in 1972 through increased 
income tax deductions for retirement savings contributions, a measure 
which is supported by Ontario. In the longer term, governments must 
continue to encourage the private sector to develop broader and more 


flexible pension coverage. 


3. -See. Chapter 3, p. &. 


pay * a9 ide : 


ad fi : ee sorts shits sptssiel aly pare tae . 


i ‘ bigvlia® \Leaisdaes 


? 
Dod 


Hetaedoem » hiesda , ater. matt wai % sawna le rh a) vaya 

Bw 

~ 

a 

, ep cal: eotpoet ebeee9 01 To bras iearregm pa sth a3! reents angie = ae 

/ . A 
7 


Tue Qs (iiraunb ee ud bivain wns THvaees ebogitan gale 33.06) niliot j 


fca¥ * wiatarld oul Tae si daned fsine tom ryatticvna We, & uns IPE Tih ba 


etsan' a eigth? aatirsae eke lweed an br a 


— 
es Aca ORTURETS Rha. Gi VAP AOAeRD, SO, Se spines arty rg : \ 
| ETA TMEAM, 7 
vr 
ia 
| | | 7 
~aunpbor i a.neheenypy Kapebal inl,  AUeE Ereqa ive oe 
suet) <2) $a Scr Piaee fd MO wily coed reside) nutaalones AeRyes ms 
a tes quaint tia i ron tae ott. .retege tips | qd aime 
“i win aoklehieind 7 4. T nabene? 2onded-eds hy S\yiauirg ame iyo 
' i _ -. ; : 
bait! $2 ral Ge & oho7a) Ve Olihe4dent bie waTeRAl ee Halyns? abang’ | 
. et a! 30m ke RADE Oa a otd fain emerauey * BIE) 
4 ; ' ; , : — 
_ tn 
2® i 
TEeLA-iv. natok vie | 26h v¥ Petia ag niiaue er sae 4,3 
Siig) tae stan te rel Om ih ai | 7 i 
} ; | : _ " 
Chrh iver ni «lor 4ea28 0: Velo see Saseem a htvfogeonts gl te i 4 es 7 


> 
Lina Pic vue suet pat Oo Sh hie tl il ib sparen ea atau . Mls, 
Syne tlw’ pment 7Ge ro as ani Yoram: ann a 


i) «phage fetish subiged ‘0 (ct Tie Broth Gey ee a i joe ‘ uc. 7 


hasty avant teu: xvod Vyed wk caf ne iad re. mn 1 
| ed ee Py i) 
ae 


“tien & A leetiableuid rng “ no sv ie, ; ne 


ke . 


Pa ae uss stat ae | Vy, nal 


National Parallelism 


In its 1970 white paper on income security, the federal government 
stated that "there is a continuing need to maintain compatibility between 
the Canada and Quebec Pension Plans so that this insurance system remains 
Pencewidess Subsequently, the Quebec Pension Plan was amended as of 
January 1, 1973. The Quebec amendments do not parallel the federal 
proposals. However, they are generally along the same lines and, from a 


technical point of view, the two Plans could be brought back together. 


The Ontario Government acknowledges the objective of national 
parallelism and recognizes the advantages of parallelism particularly 
in terms of administrative simplicity. However, another principle must 
also be considered; namely,that of building flexibility into national 
programs in order to recognize individual provincial social priorities. 
This principle was recognized by the Prime Minister of Canada in 1972 
when he suggested a formula for integrating federal and provincial family 
allowance Seieeaetpee It was also suggested that such a principle could 


be extended to other program areas. 


Thus there are two overall principles which govern any question 
of national parallelism. The Ontario view is that the first objective 
should be to re-establish national parallelism, but not at the expense 
of sacrificing important federal or provincial priorities. Although lack 
of uniformity between the Canada and Quebec Pension Plans will produce many 
administrative complexities in both the public and the private sector, 


the problems are not insurmountable. 


4, Income Security for Canadians, op. cit., p. 2. 


5. Letter from the Rt. Hon. P.E. Trudeau to all provincial Premiers and 
Prime Ministers, March 9, 1972. 
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3. ONTARIO AMENDMENT PROPOSALS 


The proposals outlined in this chapter provide a comprehensive 
plan for achieving the objectives outlined in Chapter 2. Ontario advocates 
that these amendments be adopted in 1973. The financial implications 
of the proposals are documented and analysed in Chapter 4. 

3.1 THE ANNUAL CEILING ON CONTRIBUTORY EARNINGS SHOULD BE SUBSTANTIALLY 
INCREASED. IT IS PROPOSED TO INCREASE THE CEILING IN STAGES TO 
$6,800 IN 1973, $8,100 IN 1974 AND $9,500 IN 1975 AT WHICH TIME THE 
EARNINGS INDEX WILL COME INTO OPERATION. 

Ontario agrees with the objective of the federal white paper 
to raise the Year's Maximum Pensionable Earnings. However, the federal 
proposal would still fall short of creating an adequate level of pension 
benefits. A more realistic basis of establishing the YMPE level would 
be to apply the ceiling currently used in the Unemployment Insurance 
Act. This would create better pension levels and maintain consistency 
between these major social insurance systems. The Ontario proposal would 
establish both earnings ceilings at approximately the same level in 1975, after 


which they would both be escalated in line with the Earnings Index. 


The implications of this proposal are: 


a maximum retirement pension of $192 monthly when the 
Plan matures in 1976. The current Plan would provide 
$122 and the federal proposals would yield $160; 

. the differential between OAS-CPP benefits and OAS-GIS 
benefits will be increased to establish a better balance 
between the two systems; and 
there would be similar increases in the supplementary 
earnings-related benefits. 


3.2 THE PENSION INDEX SHOULD BE ABOLISHED AND ALL SUBSEQUENT ESCALATION 
OF PENSION BENEFITS SHOULD BE AT THE FULL RATE OF CHANGE OF THE 
CONSUMER PRICE INDEX. 

The current Pension Endex maximum of 2 per cent has been implicitly 
acknowledged as inadequate by the federal government in its May 8, 1972 
budget which raised the escalation of the Old Age Security and Guaranteed 
Income Supplement to the full increase in the Consumer Price Index. The 


Canada Pension Plan is the only public pension scheme that currently retains an 


escalation feature that is less than the Consumer Price Index. 
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Private pension plans are also limited by the 2 per cent 
ceiling in their escalation of benefits. Ontario's proposal will allow 
the private sector to plan for different rates of price inflation when 
structuring and funding its benefits for the Furiees 


3.3 THE EARNINGS TEST SHOULD BE REMOVED IN ORDER TO INCREASE THE EQUITY 
OF THE CPP AND TO REINFORCE THE INSURANCE PRINCIPLE. 


The existing Earnings Test results in very high marginal 'tax' 


rates of 50 and 100 per cent on earned income. Since the CPP provides 

the recipient with a right to a pension at 65 based on earnings over the 
contributor's lifetime, offsetting his pension between ages 65 and 70 
unfairly detracts from his right to a pension. It also mars the insurance 
principle upon which the Plan is based. 

3.4 AN ACTUARIALLY-REDUCED PENSION SHOULD BE AVAILABLE TO THOSE 


INDIVIDUALS WHO WISH TO WITHDRAW FROM THE LABOUR FORCE BETWEEN 
THE AGES OF 60 AND 65. 


The trend towards early retirement has resulted in increased 
pressures to provide public retirement benefits to people below age 65. 
This proposal would be an important first step in that direction and it 


could be undertaken without any additional cost to the Plan. 


To illustrate the effect of an actuarially-reduced retirement 
benefit, a CPP contributor from age 18 to age 60 would receive an 
average retirement pension of $517, in present value terms, each year 
until death compared to receiving a pension of $690 if he retired at age 
Bae Actuarially reducing a pension incorporates two effects - a shorter 
contribution period and a longer benefit period - with the result that 


pensions calculated in this manner are significantly lower. 


6. Currently, the Department of National Revenue will not register a private 
pension plan for purposes of income tax deductions if pensions are escalated 
by more than the CPP Pension Index. The adoption of a CPI escalation 
factor will provide the basis for a more flexible and progressive policy. 


7. The actual pension received will be considerably higher than $690 which 
is the value of his pension discounted to 1966. 
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3.5 THE EARNINGS-RELATED BENEFIT FOR SURVIVORS AGE 60 AND OVER SHOULD 
BE INCREASED TO 75 PER CENT OF THEIR SPOUSES' ACTUAL OR IMPUTED 


RETIREMENT PENSION. NO CHANGE SHOULD BE MADE IN FLAT-RATE BENEFITS. © 


This proposal is based on the following considerations: 


- survivors' benefits should be increased; 


. benefits should be earnings related to the fullest 
extent possible; and 


- steps must be taken to reduce the differential treatment 
of widows over and under age 65. 
With the proposal to increase the earnings-related portion of survivors' 
benefits to 75 per cent for people age 60 and over, Ontario is suggesting 
a fundamentally different approach than that adopted in the federal white 


paper and that adopted by Quebec. 


Two of the basic policy proposals of the federal white paper 
on income security were to strengthen and extend social insurance in order 
to "keep the mainstream of the population out 6f poverty", and to reduce 
reliance on social assistance "through greater emphasis on both guaranteed 
income and social Taateancene: With respect to existing deficiencies in 
the Canada Pension Plan, the white paper stated that "while retirement 
benefits could be higher, the main criticism is the relatively low 


protection for survivors and the pean ede 


Accordingly, the federal government proposed significant 
increases in CPP supplementary benefits, particularly flat-rate components. 
In essence, these proposals suggest that the embryo of a guaranteed 
income for people normally outside of the labour force should be created 


within the CPP. 


Ontario has previously suggested that -- 


These proposals for supplementary CPP benefits should be 
reviewed in relation to longer-term objectives with respect 
to people who are generally not part of the labour force, 
the impact on provincial assistance programs and alternative 
possibilities for delivering equivalent benefits.11l 


8. All widows age 60 or over currently receiving survivor benefits would 
have their pensions adjusted in line with these amendments. 


9. Income Security for Canadians, op. cit., p.2. 


‘LOe Ibid. 9 Pp. Di 
11. Review of Issues, op.cit., p. 13. 
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It is the Ontario view that the major objective of the Canada 
Pension Plan is to provide adequate retirement income and that, in contrast 
to the position adopted in the federal white paper, the CPP eetirement 
income is currently far too low. In addition, the Ontario Government 
believes that social insurance is not the most appropriate vehicle to 
provide the partial equivalent of a guaranteed income program. In the 
case of income security for the elderly, this principle was acknowledged 
by the federal government in its 1970 white paper when it proposed that 


the GIS be converted to a permanent program. 


The principles advanced by Ontario to guide the reform the 
income security system suggest that other alternatives should be discussed 
to provide adequate income protection for people outside the labour force 
such as the Gieapledt ec Given the high priority of this area, a new 
separately financed mechanism should be established. 

3.6 ALL BENEFITS APPLICABLE TO THE WIFE AND CHILDREN OF A MALE 
CONTRIBUTOR SHOULD ALSO BE MADE APPLICABLE TO THE HUSBAND 
AND CHILDREN OF A FEMALE CONTRIBUTOR. 

Under existing legislation, dependents of male contributors 
are entitled to disability and survivor benefits as a right, while spouses 
and children of female contributors must meet a strict test of spousal or 
maternal dependency prior to the death disability of the female contri- 
butor. The inequities of the present system impose, without justification, 
a hardship on working parents and mar the insurance principle upon which 
the Plan is based. Providing survivor and disability benefits to spouses 


and children of all female contributors would meet one of the major 


recommendations of the Report of the Royal Commission on the Status of Women 


3.7 NO IMMEDIATE CHANGES SHOULD BE MADE IN DISABILITY PENSIONS. 


The federal proposals for disability pensions are similar to 
the proposals for widows' benefits, i.e. an increase in the flat-rate 
portion of the benefit to $80 per month and an increase in the earnings- 


related benefit, in this case from 75 to 100 per cent of the imputed 


12. See Hon. Rene Brunelle, Perspectives on Income Security (Toronto: April 1973). 


13. Report of the Royal Commission on the Status of Women in Canada 
(OGCtaWa ss LOO)en pp. 'S2 
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retirement pension. There is no question that benefits for disabled 
people are generally inadequate and that this is a priority area for income 
security reform. 


However, it is recommended that disability pensions not be 
changed until there has been a thorough review of the broad question of 
income security with respect to these pensions and an examination of more 
comprehensive alternatives such as a form of guaranteed annual income. It 
will then be possible to evaluate the appropriate role of the Canada 


Pension Plan. 


The Ontarie proposals for the YMPE and benefit escalation will 
result in significant increases in the disability pension over the current 
levels. These are outlined in the next chapter. 

3.8 NO CHANGE SHOULD BE MADE IN THE EXISTING CALCULATION OF THE 
YEAR'S BASIC EXEMPTION (YBE). 

The federal government proposed to freeze the ¥ear's Basic 
Exemption at $600 because "increases in the basic exemption would exclude 
more years of contributions for people with very low earnings, years 
which may be important insofar as the entitlement to benefits is poncericd was 
Over a period of time the federal proposal would have the effect of 
increasing contributions, reducing the internal subsidy to low-income 
contributors and drawing more marginal contributors into the Plan. In the 


long term, $600 would become only a token exemption. 


Although there is some validity to the federal proposal, Ontario 


believes there is a strong case for maintaining the exemption because -- 


. the exemption effectively reduces the average contribution 
rate for low-income contributors; and 


. marginal labour force participants should be excluded from 
the CPP in order to avoid the necessity of paying very low 
pensions. 


To meet the white paper concern about very low-earning years, 


consideration cold be given to increasing the 'drop-out ‘one eittes 


14. Income Security for Canadians, op. cit., p. 49. 


15. The "drop-out provision" excludes the lowest 15 per cent of contribution 
years from the calculation of the pension benefit. 
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3.9 CONCURRENT WITH THE INCREASE IN THE YMPE, PROVISIONS SHOULD BE MADE 
TO RETROACTIVELY INCREASE RETIREMENT BENEFITS FOR THOSE WHO ARE 
CURRENTLY RECEIVING CPP RETIREMENT PENSIONS. 

This proposal recognizes that the YMPE's have been well below 
the average wage for a number of years, with the result that those who 

are now retired are receiving lower pensions than they should. Increasing 

the YMPE to bring it back in line with the average wage unfairly increases 


the differential in pensions between those who have retired and those who 


will be retiring in the near future. 


The cost of the retroactive increase should be borne by the 
federal government and not the CPP since the low YMPE's have resulted in 
lower contributions to the Plan as well as lower benefits. In addition, 
increasing the CPP retirement pension yields a substantial savings to the 


federal government in GIS costs. 
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4. IMPACT AND COST OF THE ONTARIO PROPOSALS 


This chapter presents an analysis based on PENSIM, a computer 
simulation of the Canada Pension Plan, which outlines the long-run 
impact of Ontario's proposals. The effects of the Ontario proposals 
are not fully incorporated into the PENSIM analysis because of the time 
required to develop the necessary actuarial data. After consultations 
with the Department of Insurance, further minor adjustments will be 
made. The PENSIM analysis also uses a revised set of economic 


assumptions which are set out below. 


Retirement Pensions 


The Ontario proposals affect retirement pensions in two 
ways. First, the increases in the Year's Maximum Pensionable Earnings 
(YMPE) raise initial pensions. Second, the escalation of pension 
benefits at the full rate of change of the Consumer Price Index increases 


the growth rate in excess of 2 per cent. 


Maximum Monthly Initial Retirement Pensions* 


Federal Ontario 

Year Current Proposals Proposals 
($) ($) ($) 

1973 BO.21 83.61 86.04 
1974 03.33 105.00 113,35 
1975 106.87 132.50 gis Anas) e] 
1976 BA 9 dene 10" 160.42 192.36 
1977 27 o 7222 210542 
1980 ES2278 206.25 271039 
1990 275.00 370.14 450.69 
2000 493.75 663.19 809.03 


* The economic assumptions used throughout this chapter are: 
1970 1971 1972 1973 1974 197 56 


Growth in Average 


Earnings bavtee 6.41% 5 61 6.0 6.0 6.0 
Growth in Consumer 

Price Index BoD 2.85 4.8 fee 350 3.25 
Interest Rate TPS 6.95 ives 7.0 6.7 Gnt7, 


These economic assumptions reflect contemporary changes in average 

earnings, prices and interest rates. The values used for 1970, 1971 
and 1972 are actual figures. Previous Ontario projections have been 
based on the moderate inflation assumptions found in Review of Issues 


in Amending the Canada Pension Plan, p. 4. 
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The YMPE's proposed by Ontario produce a marked increase 
in retirement pensions by 1975 compared to either the existing plan 
or the federal proposals. Subsequent to 1975, the retirement pensions 
under the three plans will increase at approximately the same rate 


because of the escalation of the YMPE by the Earnings Index. 


The resulting increase in pensions will be consistent 
with the objectives of strengthening retirement benefits and the 
insurance principle. For example, by 1976 the maximum CPP-OAS income 
available to a single pensioner will be $3,635 compared to a GIS-OAS 
guaranteed income of $2,258, a differential that will maintain a better 
balance between the two systems. In addition, the increase in the 
YMPE's will augment all other earnings-related benefits and direct 


the focus of the Plan away from flat-rate benefits. 


OAS-GIS Income and Ontario Proposed CPP 
Retirement Benefits in 1976 


Guaranteed OAS-GIS OAS-CPP GIS 
Minimum Income Pension Add-On Total 
($) ($) ($) ($) 
Maximum CPP Pension 
Single DES eis Ys, 3,055 0 3,035 
Married* 4,307 4,962 501 5.403 


Three-quarters CPP Pension 


Single De2on 3,058 67 3,125 

Married* 4,307 4,385 789 myey ge 
One-half CPP Pension 

Single 2,258 2,481 355 25030 

Married* 4,307 3,808 P07 7 4,885 


* Married couple both age 65 with one contributor to CPP. 


Escalation 


Escalating pension benefits at the full rate of the CPI as 
currently occurs with OAS and GIS benefits further increases the 
differential between CPP and GIS benefits compared to these benefits 
escalated at the existing Pension Index. The escalation feature 
proposed by Ontario maintains the real value of a CPP pension income 


while the current system and the federal proposals allow it to decline. 
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Proposed Monthly Retirement Pension Escalated by 


Current 2 Per Cent Ceiling and Full CPI 


Year 2% Ceiling Full CPI* 
($) ($) 
1976 192.36 192.36 
1977 196.21 198.61 
1978 200.13 205.07 
1979 204.13 213 
1980 208.22 218.61 
1981 212,38 DIOS Sy AE 
1982 216.63 253)05 
1983 220.96 240.63 
1984 225.38 248.45 
1985 229.89 2503 DZ 
1986 234.49 264.86 
1987 239.18 2138] 
1988 243.96 282.36 
1989 248.84 290555 


* Assuming a reasonable inflation rate of 3.25 per 
cent. 


Disability 


The increase in the YMPE indirectly increases the earnings- 
related amounts of disability and widows' benefits. The following 


table compares disability benefits under the three plans. 


Maximum Monthly Initial Disability Pensions 


Federal Ontario 

Year Current Proposals Proposals 
($) ($) ($) 

L973 114.09 199.44 120534 
1974 116.21 22.53 135.58 
1975 i Uae ae te 230,45 157247 
1976 fed 54 245.31 75.05 
1977 £26.50 258.81 190.21 
1980 146.92 298.14 224.20 
1990 2459.07 462.10 So 7 ane 
2000 418. 36 799.74 674.38 


Since Ontario has proposed no change in the disability 
benefit formula, benefits will not be as high as those proposed by 
the federal government. However, the higher YMPE's and rate of 
escalation proposed by Ontario result in disability pensions larger 


than those under the current plan. 
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Survivors 


The table below compares benefits for widows and widowers 
over 65 under the three plans. The difference between the federal 
proposals and the Ontario proposals is a result of the higher YMPE's. 
However, the difference between the Ontario proposals and the current 
plan is not only a result of substantially higher YMPE's, but also the 


increase in the earnings-related portions from 60 to 75 per cent. 


Maximum Monthly Initial Benefits 
for Survivors Over 65 Years of Age* 


Federal Ontario 

Year Current Proposals Proposals 
($) ($) ($) 

1973 77.08 89.58 92.19 
1974 70.00 98.44 106.25 
1975 Tie 110.42 127.08 
1976 iaeo3 ZO oz 144.27 
1977 76.67 129,16 Leo. 
1980 91.67 154.69 188.54 
1990 165.00 27 7/, 68 338.02 
2000 296.25 497.39 606.77 


* Exclusive of necessary new measures outside the 
CPP to increase survivor payments. 


The next table compares benefits for widows and widowers 


age 60 to 64. 


Maximum Monthly Initial Benefits 
for Survivors Age 60-64* 


Federal Ontario 

Year Current Proposals Proposals 
($) ($) ($) 
1973 7g hes 169.58 120.34 
1974 72.46 180.04 LB 5255 
1975 Fosor 193.65 157.47 
1976 i>. 70 205.21 175.65 
Lo7/ 13639 215.76 190.21 
1980 89.63 246.58 224.20 
1990 Ta 2 od 389.62 Soya 
2000 253220 633.94 674.37 


* Includes the flat-rate portions. 
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Benefit Costs 


The next table compares overall benefit costs. The projections 


are preliminary since they do not include the effects of some of the 


Ontario proposals and therefore slightly underestimate the long-run costs. 


Aggregate Benefit Costs 


($ Million) 

Federal Ontario 
Year Current Proposals Proposals 
Lo 292.4 453.1 304.5 
1974 SW (lbs) 554.5 398.7 
1975 LAND A he 684.7 PA eae | 
1976 540.2 SO7nL Tie 
1977 656.4 998.5 934.6 
1980 1,160.0 1,776.6 1,861.9 
1985 25065.3 <A He is es 3,496.1 
1990 3,408.7 5 155.6 5,928.1 
1995 Se PAS hws 7,841.6 9,368.7 
2000 DD Lae Ua e7/ Us ie belt) 


Initially the Ontario proposals are less expensive than the 
federal proposals, but become more expensive by 1979. This is caused 
by three factors. First, the increased YMPE's initially cause a net 
increase in revenue to the fund, but as the CPP matures this effect 
reverses as a larger share of contributors become beneficiaries. Second, 
it takes a period of time before the impact of the higher escalation 
feature becomes significant. Third, the cost of retirement benefits 


increases due to removal of the Earnings Test. 


15. These projections do not include cost estimates of the Ontario 
proposals for extending coverage to surviving widowers, their 
children, and children of female contributors who become disabled. 
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as lay Be 
Contributions 

In the aggregate, the Ontario proposals involve an increase 
in the volume of contributions to the Plan arising from an upward 
adjustment in contributory earnings. However, by 1983 aggregate 
contributions will be lower under the Ontario proposals because of 


the Year's Basic Exemption. 


Contributions by an Individual Employee* 
Earning $10,000 Annually 


JSS 1974 1975 1976 77 


Federal Proposals 102.60 27. OOPa 8 29)60 136.80 147.60 


Ontario Proposals 108.00 129.60 e209 59.400" 158.40 


* This contribution is matched by the employer. 


Aggregate Contributions 


($ Million) 

Federal Ontario 
Year Current Proposals Proposals 
1973 914.5 993.5 1,008.5 
1974 957.9 dere Doe/ 1,159.6 
1975 034.1 EA 2el 1,315.4 
1976 eOSt. 2 1,364.8 1405.7 
1977 1518426 P4098 1,529.6 
1980 L,474.2 T3895 .1 1,908.5 
1985 2,264.4 2,977.0 PAPa! ate beh 
1990 SES nab SO 2 oo. 4,244.0 
1995 A536... 6,238 55 6,010.0 
2000 6,485.0 8,830.8 8,569.6 


CPP Fund and Cash Flow Levels 


This section outlines the PENSIM projections of the impact of 
the Ontario proposals on the CPP fund. It should be noted that the 
projections are based on a revised set of economic assumptions which 
have been adjusted to reflect past trends, particularly the rate of 


price inflation. Full details of the revised economic assumptions and 
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their effects, along with projections based on the 1970 Department 


of Insurance economic assumptions are provided in Appendix A. 


Also illustrated ts the amount of net investment funds 
available to the provinces. The cash levels under the Ontario proposals 
will initially be higher than under the federal proposals. The differential, 
especially in the earlier years, is a result of the increase in the 
volume of contributions due to the rise in the annual earnings ceiling. 
However, as the Plan matures, the higher YMPE's begin to affect the 
benefits paid out and consequently, cash flow levels are run down very 
quickly. As a result, the cash flow levels for the Ontario proposals 


turn around two years before the federal proposals. 


Fund Levels and Cash Flow Levels for Selected Years 
Under the Current Plan, the Federal Proposed Plan 
and the Ontario Plan 


($ Million) 


Fund Levels Cash Flow Levels 
Federal Ontario Federal Ontario 


Year Current Proposals Proposals Current Proposals Proposals 


1973 G,0LL 6,438 Gy oD 622 540 704 
1974 7,566 7,459 T5012 586 565 761 
1975 8,661 8,571 aN iis pe 557 587 791 
1976 9,816 9,733 10,506 547 558 694 
1977 P03) 16,911 L046 528 491 595 
1978 12,278 12,096 13,165 476 422 485 
1979 13,564 135276 14,416 434 Say 326 
1980 Les o2o 14,330 15,481 314 119 47 
1985 225010 19,717 20,057 199 = = 

1990 30,870 24,601 21,433 - - - 

1995 39, 880 26,626 14, 667 - - ~ 

2000 48,540 23,689 - - - - 

Fund 

Exhausts 2022 2010 2000 


Turn Around 
Year 1989 1983 1981 
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5. AMENDMENT OF THE CANADA PENSION PLAN -- 
THE NEXT STAGE 


The Ontario proposals constitute the first stage of the 
Canada Pension Plan review. A number of broader issues need to be 
resolved as part of a longer-term review of the income security system. 
This chapter outlines areas which should receive immediate attention 


after the initial round of amending the CPP. 


1. Early Retirement 


Included in Chapter 3 is the proposal for an actuarially- 
reduced pension from age 60. Implementation of this measure would provide 
preliminary recognition of the fact that it is becoming increasingly 
common for private pension schemes to make provision for retirement before 
age 65. Since many private schemes are integrated with the Canada 


Pension Plan, it is important that the CPP begin to adjust to this trend. 


The question of early retirement must be considered in a 
much broader program context, that is, introducing the equivalent of OAS 
and GIS benefits for people below age 65 or simply reducing the eligibility 


age for the existing OAS-GIS programs. 


2. Long-run Relationship between CPP, OAS and GIS 


The Ontario proposals are based on the objective of developing 
a significant differential between Canada Pension Plan and GIS benefits. 
This should apply in particular at the level of maximum CPP benefits, 
that is, the differential should be such that a single person or 
married couple should receive enough in CPP income to bring them above 


the income levels which are subject to partial GIS payments. 


The Ontario proposals will help to achieve this goal but it 
is difficult to develop precise guidelines. For example, what percentage 
of maximum CPP pension should still free an individual from reliance 


on GIS? The question of appropriate levels of income and benefit 
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differentials under the income security system is an area that should 
be subject to further review, the results of which could be incorporated 


in future CPP amendments and other program changes. 


3. Survivors' and Disability Benefits 


In Chapter 2 it is recommended that only one change be adopted 
immediately in the area of widows' and disability benefits, that is, to 
increase the earnings-related portion of the widows' pension to 75 per 
cent for widows age 60 and over. It is also suggested that further changes 
could be undertaken, but that this should only be done in conjunction 
with a full review of alternative income security programs for those 
normally outside the labour force. The role of the Canada Pension Plan 
in this area could be further strengthened but this should be done only 
in the area of earnings-related benefits in keeping with the basic nature 
of the Plan. Thus, the Ontario proposals should be regarded as interim 


measures. 


4. Royal Commission on the Status of Women 


The amendments proposed by Ontario already include one of the 
recommendations of the Royal Commission on the Status of wonengad 
However, there are broader questions which should be considered. For 
example, it has been suggested that everyone should have the right to 
participate in the Canada Pension Plan whether or not they are a 
member of the labour force. This would apply in particular to married 
women who do not have regular employment outside of the home. It 
would also apply to people who have had long gaps in their labour force 
participation such as women who return to the labour force after their 


children have grown up. 


Ontario is in basic agreement with the principle involved 
in these suggestions and advocates that proposals for amending the 


Canada Pension Plan be developed along these lines as soon as possible. 


16. See Chapter 3, p. 10. 
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5. Workmen's Compensation Benefits 


Currently it is possible for some totally disabled people 
and survivors of deceased Workmen's Compensation Board recipients 
to qualify for both CPP and WCB benefits. The federal white paper 
has suggested that eventually CPP and WCB benefits be integrated ina 


manner which will avoid duplicate payments. 


As with the case of widows' and disability benefits discussed 
above, this issue is essentially connected to the development of more 
comprehensive policies for people below age 65 who are not part of the 
labour force. In light of this, and since relatively few people are 
affected, it is suggested that this question should be reserved for 


longer-run consideration. 


6. There are a number of additional areas which should be reviewed. 


Orphans' Benefits 


. Although no change should be made in the current level 
of orphans' benefits, with the exception of providing 
equal benefits for the children of both male and female 
contributors, this aspect of the CPP should be immediately 
reviewed when a new family allowance policy for Canada 
is finally adopted. At that time it may be desirable to 
consider eliminating or permanently freezing CPP orphans’ 
benefits. 


Escalation 


- In addition to escalating pension benefits in line with 
the Consumer Price Index, consideration should be given 
to building in an additional factor to reflect changes 
in productivity. 


Voluntary Contribution Increases 


. When a contributor's income is not equal to or greater 
than the YMPE, he will not receive the maximum CPP 
pension. The possibility of voluntary increases in 
contributions to the maximum level should be studied 
in order that contributors can maximize their retirement 
income. 
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APPENDIX A 


PENSIM 


Financial Projections 
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